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CHAIRMAN’S LETTER 


To Our Stockholders: 


1989 was a year of momentous 
transition and continued success 
for the Company, our stockholders, 
and employees. It was also a year 
in which the long-term commit- 
ment and dedication of the entire 
ShowBiz management team set the 
stage for the Company's exciting 


entry into the 1990's. 


Following the spin-off of the 
Company by Integra — a Hotel and 
Restaurant Company to its stock- 
holders in December 1988, the 
Company's common stock began 
trading on the NASDAQ National 
Market System in January 1989, 
We have been warmly received by 
NASDAQ market makers, securi- 
ties analysts and you, our stock- 
holders, who have benefited from 
the liquidity and opportunity for 
capital appreciation afforded by 


public trading of ShowBiz stock. 


ShowBiz and 
Chuck E. Cheese's 


Four years ago, management 
committed itself to our basic mis- 
sion: "Increased revenue through 


customer satisfaction, employee 


Richard M. Frank 
Chairman and Chief 
Executive Officer 


development, and aggressive mar- 
keting, resulting in increased 


shareholder value." Our continued 
focus on this mission yielded out- 
standing results in 1989. In the 

fourth quarter of 1989, comparable 


store sales increased for the 16th 


consecutive quarter in our 


ShowBiz/Chuck E. Chees: 


5 res- 
taurants. In a year in which most 
restaurant companies experienced 
negligible increases in comparable 
store sales, our ShowBiz/Chuck E. 
Cheese's locations generated an 
increase of 8.396 over their strong 


1988 performance. 


From an earnings standpoint, 
operating income from our 
ShowBiz/Chuck E. Cheese's res- 
taurants for 1989 more than dou- 


bled as compared to 1988, from 


$5.9 million to $13.6 million. 
Cash flow from 1989 operations 
exceeded $20 million as compared 
to approximately $13 million in 
1988. 


As the Company enjoyed this 
unparalleled success, it renewed 
its commitment to reinvest its 
capital into the business. During 
1989, we remodeled 17 ShowBiz 
and Chuck E. Cheese's restaurants, 
purchased four restaurants from 
former franchisees or partners of 
the company, and opened one new 
location. This newly invested cap- 
ital has yielded returns in excess 
of our internally established 
investment criteria of a 3096 cash- 


on-cash return. 
Monterey's Tex-Mex Cafe 


During 1989 we also faced the 
difficult challenge of repositioning 
our Monterey House concept and 
insuring that newly invested capi- 
tal was expended only against 
those properties where sufficient 
returns could be projected. Dur- 
ing the third quarter of 1989, the 
Company determined that share- 
holder value would best be 


enhanced by our decision to 


close 26 of the 52 Monterey House 
locations which we then operated. 
Although the $4.5 million charge 
resulting from the closing of these 
properties significantly impacted 


the net income of the Company, 


the early success of thi 


strategy 
has given us reason for optimism 
that our newly repositioned 
““Monterey’s Tex-Mex Cafe" may 
now enjoy an exciting and 
rewarding future. The remaining 
locations in Texas and Oklahoma 
have been remodeled, and an 
entirely new menu has been 
implemented. Thus far in 1990, 
trends in comparable store sales 
for Monterey’s have exceeded our 


expectations. 


Opportunity 


We enter 1990 on a four year 
wave of success which no one 
could have reasonably predicted 
in 1985. Despite our accomplish- 
ments, we believe that the oppor- 
tunities for increased sales and 
profitability over the coming years 
remain great, and that true suc- 
cess will be measured over the 


longer term. 


We have made extensive plans 
to utilize the significant cash flow 
generated from our ShowBiz/ 
Chuck E. Cheese's restaurants. We 
plan to build eight new restaurants 
as we accelerate our remodeling 
program and refurbish 30 existing 
locations. Additionally, we plan to 
reduce our long-term debt as well 
as pursue the acquisition of res- 
taurants from our franchisees 
where our investment criteria can 
be met. 

Our Operating 


Objective: Every Guest 
Leaves Happy 


Our ShowBiz/Chuck E. 


Cheese's 


ystem is currently com- 
prised of 133 Company owned or 
operated units and 126 franchised 
locations. To date, we have loca- 
tions in 44 states, as well as three 


foreign countries. 


In order to continue our sales 
momentum both we and our fran- 
chisees must continue to offer our 
guests those fundamental qualities 
sought in any restaurant/enter- 
tainment experience: value 
through consistent quality and 
excellent service — all for a 


reasonable price. 


We stand committed to insure 
that each guest's experience in 
each of our locations is what we 
refer to as "premier." The contin- 
ued satisfaction of our guests, 
reflected in increased sales, is the 
ultimate measure of our perfor- 
mance and remains the key to 
increased profitability and 


enhanced shareholder value. 


I would like to personally 
express my gratitude to each and 
every guest, our dedicated 
employees, our trusted franchi- 
sees, our loyal suppliers, and you, 
our stockholders. Without your 
commitment the success of the 
past and opportunity for the 
future would be greatly 


diminished. 
I look forward, with you, to an 


exciting and prosperous 1990. 


Sincerely, 


Richad WW. Fork 


Richard M. Frank 
Chairman and 
Chief Executive Officer 


A helping hand 


and a smiling face 
stay with our guests 
long after their visit. 


— EVERY GUEST 
= LEAVES HAPPY! 


his one simple phrase sums 
up our primary objective at 
every restaurant we operate. 


Our ultimate success is measured 


by sales and profits, and after all, 


it's our guests who visit our centers 


each and every day who ultimately 


determine our future. 


But simple as this goal is to 
state, it is considerably more 
difficult to achieve. It takes the 
combined efforts of over 7,200 
company employees, plus a similar 
number in our franchised restau- 
rants, working as a team to assure 
that every guest really does leave 
happy! When our employees and 
franchisees succeed, we as a 
company succeed, 

The key question then 
becomes, what makes our guests 


happy? We think the answer is the 


same as for any restaurant/enter- 
tainment facility. Guests are look- 
ing for basic value, quality, service 


and consistency. 


K ds "have a ball” 


with this ever-popular 


ShowB 


iz attraction, 


Value 


Our guests think value means 


more than reasonable prices. They 


tell us over and over again, "We'll 


come back because you're worth 


it." We listen to our guests because 
they're worth it. We think value in 
our guests' eyes goes hand in hand 
with quality. When the ingre- 
dients are fresh and wholesome; 
when the food is presented attrac- 
tively and hot; when there are 
games, rides and entertainment 
that kids just seem to love — what 
could be more valuable to our 


guests? 


Fortunately, value to our guests 
can also translate into profitability 
for the company. While providing 
what we think is a strong value 
for our guests, our operating mar- 
gins have improved over the past 
four years. We're constantly evalu- 
ating new ways to deliver true 
value in our menu items and 
entertainment while reducing our 
food and equipment costs, which 


ultimately allows us to be more 


than competitive with restaurants 


and entertainment centers. 
Quality 


From our menu items to our 
facilities, we strive to meet our 
guests' expectations for a quality 
experience. 

We've not only expanded our 
menu, but we've improved it as 
well. We use only the freshest 
ingredients in our pizza, sand- 
wiches, salad bar and other menu 
items. And we're constantly 
researching new products and 
ingredients to make sure that our 
guests not only leave well satisfied, 


but ready to return. 


Of course we're more than a 


restaurant. We're the place "Where 


W. use only the 


freshest ingredients 
in all our food to 
make sure that our 


guests not only leave 
well satisfied, but 
ready to return 


A Kid Can Be A Kid*." Along with 
“kiddie rides" that are proven 
favorites, we've added skill games 
that build a child's dexterity and 
provide a fun learning opportu- 
nity. Even Mom and Dad partici- 
pate in what is truly entertainment 
for the whole family. And, we're 
only satisfied when every game 
and ride in every restaurant is 
clean, well maintained and fully 


operational. 


Our robotic animation show 
provides our guests with high 
quality musical productions which 
we update frequently. This unique 
entertainment allows our guests 
to listen and laugh — at the same 
time they're enjoying our pizza, 
salad bar and other fine menu 


selections. 


A quality guest experience can 
only result from the efforts of 
quality people, and here quality 
begins at the top. Our executive 


ShowBiz and Chuck E. Cheese's 
Comparable Store Sales 
Growth 


86 87 88 89 


[5.4625 GR} 


Along with “kiddie 


rides" that are proven 
favorites, we've added skill 
games that build a child's 
dexterity and provide a fun 
learning opportunity. 
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officers average 15 years of experi- 
ence with such industry leaders 
as S&A Restaurant Corporation, 
Chili's, Church's Fried Chicken, 


El Chico and Jack-in-the Box. 


These executives, along with the 
members of our team at each indi- 
vidual restaurant, view serving 
our guests as their highest priority. 
We believe that our greatest asset 
is our people — from our food 
servers to our managers. We think 


they're quality all the way 
Service 


We think our guests have a 
right to expect and demand the 
best service when they're with us. 
So we spend hours training our 
people to serve our guests as if 
they were entertaining family — 
which is the way we like to think 
of those who come to visit us. 
From efficient order taking to the 
happiest of birthdays, we strive to 
provide our guests with excellent 


service on every visit. We also 


know that excellence in service 
doesn't just happen — it's founded 
upon thorough training and 
development for each of our 
employees. 

To further meet our guests' 
expectations, our entire service 
program has been revamped to 
provide our employees more 
opportunities to interact with our 
guests while minimizing head- 
aches for them. We know that a 


helping hand and a friendly face 


can stay with our guests long after 


their visit. 


Io simplify and improve the 
dining experience for the family, 
we now deliver most of our menu 


items to the table. Self-service 


beverage and salad bar areas have 


re always 
looking for new 
ways to entertain 
our guests. Our 
robotic animation 
show provides our 
guests with high 
quality musical 
productions, 


been implemented throughout the 


tem to provide our guests with 
an easier and more personalized 
experience. Overall, we strive to 
give the customer fast, friendly, 
helpful service that eases the 
“hassle” for the entire family. At 
the same time, we've managed to 
offer this improved service to 

our guests without significantly 


increasing labor costs. 


Consistency 


"What good are we if we're not 
good every time?” We ask our- 
selves that question, because we 


know our guests demand it. 


Every floor must be clean, 
every attraction operating, and 
every birthday party successful 
every day of the week. Orders 
must be delivered to the table hot 
and flavorful each time or we're 


not happy. 


Consolidated Revenues 


(millions) 
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These are very basic ideals, yet 
they're at the heart of our success. 
When we deliver true value, qual- 
ity and service each time our 
guests are with us, we know 
they'll be back and they'll leave 
happy every time. And when 
guests are happy, success is the 


only possible outcome. 


Monterey's Tex-Mex Cafe 


Our 26 Monterey's Tex-Mex 
Cafe restaurants offer a wide vari- 
ety of “Tex-Mex” favorites in a 
casual, full service dining atmos- 
phere. We've brought our basic 
belief in value, quality, service and 
consistency to Monterey's, and we 
think our guests are paying 


attention. 


Newly remodeled buildings, 
fresh ingredients, fast and friendly 


service, and prices that won't make 


A new look, fresh 


ingredients, fast 
and friendly service 
and great prices are 
in our game plan 
for Monterey's, 


our customers strangers are at 
the heart of our game plan for 
Monterey's. We feel our Monterey's 
Tex-Mex Cafes will hit their stride 
in 1990, and have the potential to 
become a big part of our business 


in the years to come. 


Looking to the Future 


We're proud of our success over 
the past four years, but we have 
plenty of opportunities ahead. 
We'll be building new restaurants 
and improving those we already 


operate. And we'll be continuing 


to insist that our guests' satisfac- 


tion be our number one priority. 


We'll always be looking for 
ways to better entertain our guests. 
We will never lose sight of how 
important it is to make each of our 
guests happy enough to say “It's 
a great day to be at ShowBiz.” 
Because when our guests are 
happy, strong financial perfor- 
mance becomes the ultimate 


reward. 


ShowBiz and Chuck E. Cheese's 
Average Sales of Company 
Operated Restaurants 


(thousands) 
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SELECTED FINANCIAL DATA 


(Thousands, except per share data) 


Operating results(1) 1989 1988 1987 1986 1985 
Revenues and joint venture income ...........ssssese $167,443 $151,364 $125,857 $100,603 $114,702 
Coss and expenses. — 1o face aie ester om aterert ata 161,328 149,090 119,717 106,632 167,733. 
Operating A A neis meet IRAE IAS) 6,115 2,274 6,140 (6,029) (53,031) 
Other income (expenses) ......... eee (3,298) (1,830) (310) 414 (9,012) 
Income (loss) before income taxes 

and extraordinary items. ........ esee ern 2,817 444 5,830 (5,615) (62,043) 
Income CANES R m EIN SIR DIENEN SERES RE LRE 363 141 429 
Income (loss) before extraordinary items ..,..........+- 2,454 303 5,401 (5,615) (62,043) 
Extraordinary (Gms cocosu carana ssena aasa fa 5/2 (528) 5,563 
Tetineone (1088) 503 sehe iata eie ERR INE ea a e slain $ 2,454 $ (22) $ 5,401 $ (52 $ (62,043) 
Per share(2): 
Primary: 
Income (loss) before extraordinary items .......... xi: ER 0. .39 $ (01) $ 121 $ (2.28)  $(102.64) 
Neeieome (1083) en. 12 sepu Om E UE id RT "pa .39 (.13) 1.21 (.21) (102.64) 
Weighted average number of shares outstanding . 5,406 4,260 4,260 2,687 608 
Fully diluted: 
Income (loss) before extraordinary items ..........-...- $ .37 $ (0) $ 121 $ (228)  $(102.64) 
Net income (1088) «euer E an e ana la Ia x 31s .37 (.13) 1.21 (.21) (102.64) 
Weighted average number of shares outstanding ........ 5,649 4,260 4,260 2,687 608 

Balance sheet statistics: 

Total assets............- $ 92,489 $ 92,597 $ 76,299 $ 83,681 
Shareholders’ equity (deficiency)...................0+-+ 35,636 33,315 30,304 25,151 (24,602) 
Long-term obligations (including 

redeemable preferred stock) . . 36,731 40,868 48,631 38,389 55,179 


2 weeks in length. During 1989, the Compa 


|988, 1987, 1986 and 1985 are for fiscal years ended December 29, 1989, December 30, 1988, January 1, 1988, January 2, 1987 and 
vely. 1986 was 53 weeks in length while all other periods w 


atroactively 


applied Statement of Financial Accounting Standards No. 96. Certain reclassifications have been made to conform to the fiscal year 1989 presentation. 


See Notes to Consolidated Financial Statements elsewhere herein. 


(2) Per share information has been adjusted to give effect to a one-for-ten reverse split of the Company's Common Stock on October 19, 1988. No dividends 


per common share were paid in any of the years presented 


QUARTERLY FINANCIAL INFORMATION 


—————————————————————————————————————————À——————— 


(Thousands, except per share data) 


Primary 


Operating Net Income Net Income (Loss) . Stock Market Data —- 
Revenues Income (Loss) (Loss) Per Share. High Low 
1989 
Ist Quarter . $ 44,351 $3,160 $ 2,540 $ 0.49 675 5 
2ndQuarter . 41,721 1,998 1,239 0.21 1% [2 
3rd Quarter(1) . 44,072 (597) (1,808) (0.42) 12% 10A 
4th Quarter... 37,299 1,554 483 0.07 a 105 
$167,443 $6,115 $ 2,454 $ .39 17 5 
1988 
TOE Cheraxter a rer ran EAE ANENA esis AN ere $ 38,742 $ 1,774 $ 1,461 $ 0.33 NM NM 
NAE aa eve XI aa EA 36,713 217 (171) (.06) NM NM 
SEC: O Geter esta a Ear Aa AANER nee 39,878 1,582 895 0.19 NM NM 
Ath NAS o e AEEA 36,031 (1,299) 2,410) (.59) NM NM 
$151,364 $ 2,274 $ (225) $ (.13) NM NM 


NM — There was no market for the Company's stock before January 3, 1989. 


(1) Includes a charge to earnings of $4,532,000 for the closing of Monterey House restaurants, 


(2) Includes an extraordinary charge of $528,000 resulting from the settlement of litigation. 


MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 


RESULTS OF OPERATIONS 


————————————————————————————————? 


Results of Operations 
1989 Compared to 1988 


Revenues for fiscal 1989 increased by 10.696 to 
$167.4 million from $151.4 million in 1988. Revenue 
generated by the Company's ShowBiz and Chuck E. Cheese's 
restaurants increased by 17.696 to $150.0 million in 1989 from 
$127.7 million in 1988, due primarily to an 8.3% increase in 
sales from the Company's ShowBiz and Chuck E. Cheese's 
restaurants which were open during all of 1989 and 1988 
(“comparable store sales”), Revenues from the Company's 
Monterey's Tex-Mex Cafe (formerly Monterey House) 
restaurants declined to $17.4 million in 1989 from $23.7 
million in 1988, primarily as a result of the closing of 32 
Monterey House restaurants during 1989. 

Operating income increased to $6.1 million in 1989 
from $2.3 million in 1988, due primarily to the increase in 
comparable store sales from the Company's ShowBiz and 
Chuck E. Cheese's restaurants and improved operating 
margins. Operating income in 1989 was significantly reduced 
by a $4.6 million loss related to the closing of 32 Monterey 
House restaurants during 1989. Excluding the effect on 
operating income attributable to the closing of Monterey 
House restaurants, operating income would have increased 
to $10.7 million in 1989. 

In June 1989, the Company purchased property and 
equipment interests related to 53 ShowBiz restaurants which 
it had formerly leased in a sale/leaseback transaction. As 
a result thereof, the Company incurred an increased 
depreciation expense of approximately $1.2 million, 
decreased rental expense of approximately $2.0 million 
and decreased interest income of $1.3 million in 1989. 
Although the Company's income before income taxes and 
extraordinary item was reduced by approximately $500,000 
as a result of this purchase, the Company's cash flow from 
operations was not materially affected. 


A summary of the results of operations of the 
Company as a percentage of revenue and joint venture 
income for the last three fiscal years is shown below. 

1989 1988 — 1987 
Revenue and joint venture income .......... 100.0% — 100.096 — 100.096 


Costs and expenses: 
Costs of sales . 
Selling, general 
Depreciation and amortization . 
Provision for asset write-offs and lo: 


50.9% 52.4% 50.5% 
17.4% 18.9% 17.9% 
6.8% 6.4% 6.9% 


restaurant closings .... 2.7% 
Other operating expenses .... 18.5% 
96.3% 


Operating income ...... 21s 


ShowBiz and Chuck E. Cheese's Restaurants 


Revenues 

The 17.696 increase in revenues from the Company's 
ShowBiz and Chuck E. Cheese's restaurants in 1989 over 1988 
resulted primarily from a 8.3% increase in comparable store 
sales over 1988 levels, the Company's acquisition of four 
restaurants from franchisees or former partners of the 
Company and the opening of one new restaurant, The 
Company believes that price increases were responsible for 
approximately one-twelfth of the increase in comparable 
store sales. 

Other factors which contributed to the increase in 
revenues were the remodeling of 17 restaurants in 1989 
and the continuing success of the Company's marketing 
campaign, menu expansion and new entertainment 
attractions, 


Costs and Expenses 


Selling, general and administrative expenses declined 
significantly as a percentage of revenues to 17.4% in 1989 
from 18.8% in 1988 due primarily to a decrease in corporate 
administrative expenses which resulted from the Company's 
separation of its operations from Integra - A Hotel and 
Restaurant Company in 1989 and increased sales which did 
not require a corresponding increase in expense. 

Other operating expenses also declined significantly 
as a percentage of revenue to 18.3% in 1989 from 21.3% in 
1988. The decline was primarily attributable to decreased 
rental expense and increased sales as discussed above. 


n 


MANAGEMENT'S DISCUSSION (Continued) 


Operating Income 

As a result of the changes in revenues and expenses 
discussed above, operating income increased by 12996 to 
$13.6 million in 1989 from $5.9 million in 1988. 


Monterey's Tex-Mex Cafe Restaurants 


Revenues 


Revenues declined by 26.8% to $17.4 million in 1989 
from $23.7 million in 1988 primarily due to the closure of 
32 restaurants between the periods. A decline of 10.7% in 
comparable period sales from the 26 restaurants which were 
operated during all of 1989 and 1988 also contributed to the 
decline in revenues. 


Cost and Expenses 

Selling, general and administrative expenses as a 
percentage of revenues declined to 17.396 in 1989 from 
19.6% in 1988 primarily due to reductions in corporate 
administrative expenses associated with the closing of 
32 restaurants and a $750,000 reduction in advertising 
expenditures between the two periods. Depreciation and 
amortization expenses as a percentage of sales increased to 
8.4% in 1989 from 6.1% in 1988 due primarily to the decline 
in revenues. 

Provision for asset write-offs and loss on restaurant 
closings increased to $4.6 million in 1989 from $450,000 in 
1988 as a result of the closing of 32 Monterey House 
restaurants during 1989. 

Other operating expenses declined to $3.5 million 
from $3.9 million but increased as a percentage of sales to 
19.9% in 1989 from 16.2% in 1988. This increase was due 
primarily to the decline in revenues. 

Operating Loss 

Operating loss increased to $7.5 million in 1989 from 
$3.6 million in 1988 due primarily to a $4.6 million loss 
recorded in 1989 as a result of restaurant closings. Excluding 
the effect on operating income attributable to the closing of 
Monterey House restaurants as discussed above, operating 
loss would have decreased to $2.9 million in 1989. 


Consolidated Income 


Other expenses increased to $3.3 million in 1989 from 
$1.8 million in 1988 due primarily to a $1.3 million decrease 
in interest income attributable to the Company's June 1989 
asset purchase, discussed above, and the increase in interest 
expense resulting from the Company's bank term loan and 
floating rate subordinated bonds between the two periods. 

1988 net income was reduced by an extraordinary 
charge of $528,000 attributable to settlement of litigation. A 
26.996 increase in weighted average shares outstanding on a 
primary basis occurred between the two periods primarily 
as a result of the recognition in 1989 of common stock 
equivalents related to outstanding warrants to purchase 
approximately 1.3 million shares of common stock issued in 
conjunction with the Company's December 1988 subscription 
rights offering. 

As a result of the changes in revenues, expenses and 
other matters discussed above, including a $4.6 million loss 
recorded in 1989 attributable to the closing of 32 Monterey 
House restaurants, the Company generated net income of 
$2.5 million in 1989 as compared to a net loss of $225,000 
in 1988. 


1988 Compared to 1987 


Revenues increased in 1988 to $151.4 million from 
$125.9 million in 1987. Approximately $13.8 million of this 
increase resulted from the acquisition of the Monterey House 
restaurants, the revenues of which were included for the 
last five months of 1987 and for the entire year in 1988. 
Substantially all of the remaining increase resulted from 
increased per restaurant revenues of the Company's ShowBiz 
and Chuck E. Cheese's restaurants and, to a lesser extent, 
the addition of seven restaurants between the two periods. 

Operating income declined to $2.3 million in 1988 
from $6.1 million in 1987, due primarily to a $3.1 million 
increase in operating loss incurred by Monterey House 
between the periods. In 1987, the Company reduced reserves 
for losses established in prior years by $922,000 while in 1988 
it established reserves of approximately $450,000 related to 
the closing of Monterey House restaurants in early 1989, 


ShowBiz and Chuck E. Cheese’s Restaurants 
Revenues 


The increase in revenues and joint venture income 
for the Company's ShowBiz and Chuck E. Cheese's 
restaurants to $127.7 million in 1988 from $116.0 million in 
1987 was attributable to a 6.9% increase in comparable store 
sales and the addition of seven new restaurants between the 
two periods. 

The increase in comparable store sales was attributable 
to the remodeling of 14 restaurants, continued improvements 
in marketing campaigns and the success of improved and 
new entertainment attractions implemented between the 
two periods. 


Cost and Expenses 


Depreciation and amortization expense as a 
percentage of sales decreased to 6.5% in 1988 from 7.1% 
in 1987, due primarily to the increase in revenues 
discussed above. 

The increase in total costs and expenses as a 
percentage of sales to 95.4% in 1988 from 94.3% in 1987 was 
primarily attributable to a $922,000 reduction of reserves 
established in prior years recognized in 1987. No such 
reserves were reduced in 1988. 


Operating Income 

As a result of the changes in revenues and expenses 
as well as the reduction of reserves discussed above, 
operating income declined to $5.9 million in 1988 from 
$6.6 million in 1987. 


Monterey House Restaurants 
Revenues 


Revenues for the Company's Monterey House 
restaurants increased from $9.9 million for the last five 
months of 1987 to $23.7 million for 1988, due primarily to 
the operation of such restaurants for the entire year 
during 1988. 


Costs and Expenses 


Cost of sales as a percentage of revenue declined to 
71.5% in 1988 from 76.0% in 1987 due primarily to the 
reduction of food costs resulting from the implementation 


of centralized food purchasing through a new food 
distribution company in early 1988. 

Selling, general and administrative expense as a 
percentage of sales increased to 19.6% in 1988 from 10.8% 
in 1987 while significant increases also occurred in 
depreciation and amortization expense and other operating 
expense as a percentage of sales between the two periods, 
These increases were primarily due to the cost of operational 
changes (including changes in food product suppliers, 
substantial changes in restaurant personnel, new menu 
research and development, and relocation of restaurant 
accounting functions) and certain remedial expenditures 
(related primarily to tableware replacements, maintenance 
on buildings and equipment, and a substantial marketing 
effort) that were initiated in October 1987 and continued 
throughout 1988. A provision for asset write-offs in the 
amount of $450,000 was also incurred in 1988, related to the 
Company's plans to close restaurants in early 1989, 


Operating Loss 
As a result of the changes in revenues and expenses 


discussed above, operating loss increased to $3.6 million in 
1988 from $506,000 in 1987. 


Consolidated Income 


Other expenses increased to $1.8 million in 1988 
from $310,000 in 1987, due primarily to an increase of 
approximately $600,000 in interest expense related to the 
Company's bank term loan and subordinated bonds issued 
in 1988. Expenses related to a property exchange and 
settlement of litigation in 1988 also contributed to this 
increased expense. 

As a result of the changes in revenue and expenses 
discussed above as well as the impact of a $528,000 
extraordinary charge incurred in 1988 related to the 
settlement of litigation arising from the Company's 1986 
restructuring plan, a net loss of $225,000 was incurred in 
1988 as compared to net income of $5.4 million in 1987. 
Inflation 

The Company's costs of operations, including labor, 
supplies, utilities, financing and rental costs, are significantly 
affected by inflationary factors. The Company pays most of 
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MANAGEMENT’S DISCUSSION (Continued) 


its part-time employees rates that are related to federal and 
state mandated minimum wage requirements. The Company 
expects that it will be able to substantially offset increased 
costs due to inflation and increases in minimum wage 
requirements through higher prices to its customers and 
operational changes. 

Financial Condition, Liquidity and Capital 
Resources 

The ratio of the Company’s current assets to current 
liabilities declined to .39 as of December 29, 1989 from .49 
on December 30, 1988, due primarily to a reduction in the 
current portion of notes receivable related to the Company's 
repurchase of property interests in 53 ShowBiz and Chuck 
E. Cheese's restaurants in June 1989. The Company believes 
that cash flow from operations is adequate to meet working 
capital requirements. 

Cash flow from operations, excluding changes in 
working capital, increased to $18.9 million in 1989 from 
$10.5 million in 1988. The Company's primary requirements 
for cash relate to planned capital expenditures and 
debt service. 

The Company plans to make capital expenditures of 
approximately $18 million to build eight new ShowBiz and 
Chuck E. Cheese's restaurants and remodel 30 of such 
existing restaurants in 1990. The Company believes that the 
completion of the remodeling of the Monterey's Tex-Mex 
Cafe restaurants in 1989 will improve the Company's cash 
flow and permit the Company to concentrate its capital 
expenditures on ShowBiz and Chuck E. Cheese's restaurants 
in 1990 and 1991. : 

The Company is presently required to make principal 
reductions on long term debt of $3.3 million in 1990. The 
Company prepaid $2 million of long term debt in March 1990 
and anticipates that additional prepayments of $2 to $4 
million will be made during the current year. 

In March 1990, the Company reached a preliminary 
agreement with The First National Bank of Boston regarding 
the amendment of its secured term loan agreement, with 
an outstanding principal balance of $5.9 million, to a 
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$10 million revolving loan agreement. The consummation of 


the revolving loan agreement will permit the Company to i 


apply its available cash against outstanding debt and 1 
hereafter draw against the revolving loan only as necessary —— 
in order to augment cash flow from operations and meet its — 
capital expenditure requirements. The Company believes 

that the implementation of the revolving loan agreement, 
which is anticipated in April 1990, will provide the Company 
with greater flexibility to meet its cash requirements with — - 
reduced net interest cost. The maximum outstanding loan 
balance available under the revolving loan agreement ! 
declines to $7.5 million and $5.0 million in 1991 and 1992, 
respectively. The Company is also required to comply with 
certain financial ratio tests and capital expenditure 
limitations during the term of the agreement, which will 
expire in April 1993. 

The Company expects that it can satisfy its debt 
service and capital expenditure requirements from funds 
generated from operations. In the event that additional 
capital is required, the Company believes that the proposed 
$10 million revolving loan agreement and other sources of 
capital, which the Company believes will be available, will 
be sufficient to meet such requirements. 

The Company believes it will realize substantial 
benefit from future utilization of net operating loss carry- 
forwards to reduce federal income tax liability. Although 
the use of such carryforwards could, under certain 
circumstances, be limited, the Company is presently 
unaware of the occurrence of any event which would result 
in the imposition of such limitation. The Company has 
adopted an amendment to its Restated Articles of 
Incorporation which is intended to prevent changes in 
ownership of its Common Stock that would cause such | 
limitation. The Company believes that in addition to the | 
$36 million of loss carryforwards attributable to prior losses 
of the Company, carryforwards of up to $92 million 
attributable to the Company's acquisition of Pizza Time 
Theatre, Inc. will be available for use against future earnings. | 
There can be no assurance however, that these carryforwards 
will be available to such extent. 


SHOWBIZ PIZZA TIME, INC. AND SUBSIDIARY 
CONSOLIDATED BALANCE SHEETS 


DECEMBER 29, 1989 AND DECEMBER 30, 1988 
(Thousands, except share data) 


ASSETS 


Current assets: 
Cash and cash equivalents . . 


Accounts receivable, including receivable from related party of $400 at both dates 1,454 
Current portion of notes receivable, including receivables from related party 
of $24 and $20, respectively .. 3t 321 


Inventories ...... 
Prepaid expenses . 

Total current assets . 1 
Investments, including investment in a related party of $155 at both dates . 266 
Property and equipment 72,394 
Other assets: 

Notes receivable, less current portion, including receivables from related party 
of $662 and $695, respectively .... 2,341 
Deferred charges, less amortization 5,803 
(iss A E E 3,236 
11,380 
$ 91,341 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Current liabilities: 
Current portion of long-term debt and other long-term liabilities, including payable 
to related party OF $1000 at both dates aa aa Ahonen aaea bane eh prep ASTAN $ 3,289 


Accounts payable and accrued liabilities, including payable to related party of $496 in 1989. 15,225 
Total current liabilities 18,514 
Long-term debt, including payable to related parties of $17,761 and $19,180, respectively, 
less current portion . . . 33,857 
Deferred gains 460 
Other liabilities . . 1,488 
Commitments and contingencies 
Redeemable preferred stock, $60 par value, redeemable for $2,976 in 2005 ................4 1,386 
Shareholders' equity: 
Common stock, $.10 par; authorized 10,000,000; 4,558,910 and 4,259,984 
shares issued, respectively . . 456 
Capital in excess of par value 127,899 
Deb E (92,651) 
Less 12,068 and 1 ares, respectively, at cost .. (68) 
35,636 
$ 91,341 


See notes to consolidated financial statements. 


SHOWBIZ PIZZA TIME, INC. AND SUBSIDIARY 
CONSOLIDATED STATEMENTS OF OPERATIONS 


YEARS ENDED DECEMBER 29, 1989, 
DECEMBER 30, 1988 AND JANUARY 1, 1988 


(Thousands, except per share data) 


1989 1988 1987 
Food and beverage revenues . . $123,720 $114,803 $93,123 
Games and merchandise revenues . 40,417 33,118 28,703 
Franchise fees and royalties . . 3,338 3,143 2,968 
Joint venture income (loss) . . . (32) 300 1,063 
167,443 151,364 125,857 
Costs and expenses: 
CpEte GH BRIBE US. iore erroe card eis Egi vis eor sad V N L E IC RO RI 85,328 79,278 63,610 
Selling, general and administrative expenses, including related party expense 
of $1,660, $4,875 and $5,565, respectively 29,144 28,635 22,572 
Depreciation and amortization. ......... isses 11,327 9,712 8,718 
Increase (decrease) in provision for asset write-offs and loss on restaurant closings 4,548 483 (922) 
Other operating expenses pes sari naain ure sei Rate 081 sa SIE SIS a a IREE uw ala d bow 30,981 30,982 25,739 
161,328 149,090 119,717 
(© Perabin gs ANCOMIE sais aininals r A E A 4 ely aya drole ofelene CRTIDREY ACE ROCEIORIA 6,115 2,274 6,140 
Other income (expenses): 
Property transactions 69 (244) 118 
Interest income, including related party incom 
PUIG xespectively cv ess A E usan a Wis nmap em mas pend SEMEN e slate ia aa 1 2,015 3,103 3,117 
Interest expense, including related party expense of $2,132, $2,263, 
and $2,646, respectively ... (5,174) (4,427) (3,817) 
Other. (208) (262) 272 
(3,298) (1,830) (310) 
Income before income taxes and extraordinary item. 2,817 HH 5,830 
Income:taxese c AT 3 363 141 429 
Income before extraordinary item 2,454 303 5,401 
Extraordinary item : (528) 
Tee tucomat ORS) rene ares reise ss esee sie we IREN AEPA ES EAA AEA AE SEO UE $ 2454 $ (225) $ 5,401 
Earnings (loss) per common and common equivalent share: 
Primary: 
Income (loss) before extraordinary item . . 39 $ (01) $ 121 
Extraordinary item (.12) 
Net income (loss) . . . . 39 $ (1) $ 121 
Weighted average shares outstanding co aaa risers nrt aaisa nen ene an emtee 5,406 4,260 4,260 
Fully Diluted: 
Income (loss) before extraordinary Remi... o sa p:s:ss.e:s o siine ona mainaa saisie ois aia a nie a $ 37 $ (0) $ 121 
Extraordinary item (12) 
Net income (loss) . . . .37 $_ CB) $—12 
Weighted average shares outstanding ......... eccellente nnne 5,649 4,260 4,260 


See notes to consolidated financial statements. 
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SHOWBIZ PIZZA TIME, INC. AND SUBSIDIARY 
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY 


YEARS ENDED DECEMBER 29, 1989, 
DECEMBER 30, 1988 AND JANUARY 1, 1988 


(Thousands, except per share data) 


Shares Par value par value Deficit ^ Shares — Cost 
Balances, January 2, 1987 .. . 4,260 $426 $124,105 $(99,380) 
Net income . . 5,401 
Redeemable preferred stock accretion . (70) 
Redeemable preferred stock dividends, $3.60 per share ............ (178) 
alances, January 1; 1988:-.. «eser cio vais vinisinie cajersinin sels rn 4,260 426 124,105 (94,227) 
VES ois ohn pias Y SG Wy aloes liad LECTEUR IC T (225) 
Redeemable preferred stock accretion (103) 
Redeemable preferred stock dividends, $4.20 per share (209) 
Litigation settlement (1,000) 
NANA ARTES 155060 ace osm ies ean oae. Ie uere norm RP I TUE VIS o Xr aa 2,045 
Conversion of payable to Integra to equity ...... 6.6.00 e ese ee eee 3,093 
Entegra Distribution costs .. .... 06.5 svesserseresecenevacesvswas (523) 
Breasury stock acquired. wae oeoa sey wor e dines ime MR OU 9 12  $(67) 
Balances, December 30, 1988. as ies ke ee cr raras acre ars 4260 426 127,720 (94,764) 12 (67) 
Net income . . 2,454 
Redeemable preferred stock accretion. .........issileeeeeeeeeee (103) 
Redeemable preferred stock dividends, $4.80 per share ............ (238) 
SHOCK: gxant O Blame d rel 299 30 210 
Integra Distribution costs ......... E a AOO ITE (31) 
pikeasury stock acquired. -ensce ecb Sine os sive rnnt mo Vlr sels a) 
Balances, December 29, 1989 cossi nisni oionn esee a natem ran n 4,559 $456 $127,899 $92,651) 12 $(68) 


See notes to consolidated financial statements. 
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SHOWBIZ PIZZA TIME, INC. AND SUBSIDIARY 
CONSOLIDATED STATEMENTS OF CASH FLOWS 


YEARS ENDED DECEMBER 29, 1989, 
DECEMBER 30, 1988 AND JANUARY 1, 1988 


(Thousands) 


1989 1988 1987 
Cash flows from operating activities: 
Net income (loss) .. . . $ (25) $ 5,401 
Adjustments to reconcile income (loss) to net cash from operating activitie: 
Depreciation and amortization......... 9,712 8,718 
(Gain) loss from property transactions 244 (118) 
Other gains and losses ............-.. 262 (272) 
Provision for asset write-offs and loss on restaurant closings 483 (922) 
Other 76 
Net change in receivables, inventory, prepaids, payables and accrued liabilities . 582 1,910 1,074 
19,526 12,462 13,881 
Cash inflows (outflows) from investing activities: 
Cash outflows for property and equipment (8,274) (19,978) 
Cash inflows from disposition of property and equipment 633 6 2,115 
Payments received on notes receivable . . . 1,226 1,937 855 
Additions to notes receivable ........... (785) (580) 
Change in deferred charges, investments and other assets (832) (1,755) (2,646) 
Other. . . 79 
(14,703) (8,792) . (20,2234) 
Cash inflows (outflows) from financing activities: 
Proceeds from long-term debt, including proceeds from related parties 
o£$5/000,and $10/669. 1n. 1988 and; 1987: ....4 522i ca xem ela ln nm nter mmm 16,545 10,663 
Reduction of debt and capital lease obligations, including payments to 
related parties of $1,543, $17,300 and $2,341, respectively |... ù... (4,251) (18,743) (4,349) 
Litigation settlement . . (1,000) 
Redeemable preferred s (238) (209) (178) 
Integra Distribution costs (31) (523) 
Common stock issued under stock grant plan 240 
Other. 184 195 112 
(4,096) (3,735) 6,248 
Increase (decrease) in cash and cash equivalents .. 727 (65) (105) 
Cash and cash equivalents, beginning of year : 1,977 2,042 2,147 
Cash and cash equivalents, end of year ..$ 2,704 $ 197 $ 200 
Supplemental disclosures of cash flow information: 
Cash paid during the year for: 
Interest (net of amounts capitalized) . . ..$ 4,364 $ 4135 $ 4010 
Income taxes 339 91 280 
Supplemental schedule of noncash investing and financing activities: 
Notes receivable cancelled in connection with the acquisition 
of property and equipment 
Liabilities assumed or incurred in connection with the acquisition 
of property and equipment . . 372 $ 686 $ 378 
Conversion of debt to equity . . 3,093 
Investment reclassified in connection with the acquisition 
of property and equipment . . 1,181 
Reduction of liabilities in connection with the disposition 
of property and equipment and other assets ............0.6..000 eee cece eee eee 495 352 


See notes to consolidated financial statements. 
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SHOWBIZ PIZZA TIME, INC. AND SUBSIDIARY 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


YEARS ENDED DECEMBER 29, 1989, 
DECEMBER 30, 1988 AND JANUARY 1, 1988 


1. Summary of significant accounting 
policies: 
Operations: 

ShowBiz Pizza Time, Inc. (the Company’) operates 
and franchises family restaurant entertainment centers as 
ShowBiz and Chuck E. Cheese's restaurants, and through 
BHC Acquisition Corporation (“BAC”), its wholly owned 
subsidiary, also operates Monterey’s Tex-Mex Cafe 
restaurants. 


Basis of presentation: 

The consolidated financial statements at December 29, 
1989, include the accounts of the Company and BAC, 
previously a wholly owned subsidiary of Integra - A Hotel 
and Restaurant Company ("Integra"), acquired by the 
Company on July 30, 1988, in a transaction accounted for as 
if it were a pooling of interests. Accordingly, these financial 
statements include the operations of BAC from August 1, 
1987, the date it acquired the Monterey’s business. All 
significant intercompany accounts and transactions have 
been eliminated. 


Fiscal year: 


The Company’s fiscal year is 52 or 53 weeks and ends 
on the Friday nearest December 31. References to 1989, 1988 
and 1987 are for the fiscal years ended December 29, 1989, 
December 30, 1988 and January 1, 1988, respectively. These 
years were each 52 weeks in length. 


Cash and cash equivalents: 

Cash and cash equivalents of the Company are 
composed of demand deposits with banks and short-term 
cash investments with maturities of less than three months. 

Inventories: 

Inventories of food, paper products and supplies are 

stated at the lower of cost or market on a first-in, first-out basis. 
Property and equipment, depreciation and 
amortization: 

Property and equipment are stated at cost. Depreciation 
and amortization are provided by charges to operations over 


the estimated useful lives of the assets by the straight- 
line method. 


Deferred charges and related amortization: 
Deferred charges include noncompetition and 

consulting agreements which are amortized over six years. 
Loan costs are deferred and amortized over the term of the 
respective agreements. Franchise rights are amortized over 
the remaining life of the franchise agreements. Other 
deferred charges are amortized over various periods up to 
seven years. All amortization is provided by the straight- 
line method. 


Franchise fees and royalties: 
The Company recognizes initial franchise fees upon 
fulfillment of all significant obligations to the franchisee. 
Royalties from franchisees are accrued as earned. 


Earnings (loss) per share: 

Earnings (loss) per share are computed on the weighted 
average number of shares outstanding for each of the years 
in the three-year period ended December 29, 1989, All share 
and per share amounts have been adjusted to give effect to 
the one-for-ten reverse stock split effected on October 19, 1988. — 


Income taxes: 


The Company has adopted the Statement of Financial 
Accounting Standards No. 96, "Accounting for Income 
Taxes,” ("SFAS 96") issued by the Financial Accounting 
Standards Board in December 1987. The 1989 consolidated 
financial statements reflect this adoption and the Company 
has restated 1988 and 1987 to conform. 


Reclassifications: 


Certain reclassifications of 1988 and 1987 amounts have 
been made to conform to the 1989 presentation. 


2. Accounts receivable: 


1989 1988 
(thousands) 
Trade.. e$ 279 $ 25 
Other. . * 2,155 2,092 
2,434 2,327 
Less allowance for doubtful collection .. (980) (736) 


$ 1591 
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3. Property and equipment: 


1989 1988 
(thousands) 


$ 3,660 $ 3,762 


Land and improvements 


Leasehold improvements . 52,822 28,444 
Buildings and improvements 6,808 4,895 
Furniture, fixtures and equipment ... . . 37,172 28,037 
Property leased under capital 

lenses (NOE)... (es resis een dies ae 2,112 6,175 
102,574 71,313 

Less accumulated depreciation and 
irse o CREE SUE IC RS EE ETE (35,832) (27,031) 
66,742 44,282 
Construction in progress ...........0+ 5,652 2,963 


$ 72,394 $ 47,245 


On June 30, 1989, the Company exercised its option to 
purchase the real property interests and equipment relating 
to 53 restaurants that it formerly leased as a result of a sale/ 
leaseback transaction in 1984. The consideration for such 
purchase was a cash payment of approximately $800,000 and 
the cancellation of notes from the lessors in the aggregate 
outstanding principal amount of approximately $24,400,000. 
As required under the Company's existing loan agreement 
with The First National Bank of Boston and the indenture 
for the Company's subordinated bonds due 1993, the 
Company granted security interests in the purchased real 
property interests and equipment to the bank and the 
indenture trustee. 

Property and equipment owned with a net book value 
of $16,815,000 are pledged as collateral for bank loans in 1989. 


4. Notes receivable: 


The Company's notes receivable at December 29, 1989, 
arose principally as a result of the sale of restaurants. The 
notes have various terms, but most are payable in monthly 
installments of principal and interest through 1994, with 
interest rates ranging from 9% to 1596. Substantially all notes 
are collateralized by the related property and equipment. 
Balances of notes receivable are net of an allowance for 
doubtful collections of $360,000 and $402,000 in 1989 and 
1988, respectively. 
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5. Deferred charges: 
1989 1988 
(thousands) 
Franchise rights . . $5,000 $5,000 
Consulting contracts 833 833 
Loan costs 1,269 1,319 
Information system development costs. . 1,419 1,413 
OR resist ete ERAT e GAT ern 923 796 
9,444 9,361 
Less accumulated amortization ........ (3,641) (2,443) 
$580 $ 6,918 


6. Accounts ble and accrued 
liabilities: eons 


1989 1988 


(thousands) 


Accounts payable 
Taxes, other than income 
Salaries and wages 


Insurance . . 2,289 1,526 
2,017 3,181 
$15,225 $15,145 


7. Leases: 


The Company leases certain restaurants and related 
property and equipment under operating and capital leases. 
All leases require the Company to pay property taxes, 
insurance and maintenance of the leased assets. The leases 
generally have initial terms of seven to 30 years with renewal 
options. 

Following is a summary of property leased under capital 
leases: 


1989 1988 
(thousands) 
Land and buildings. . . -- $ 1,098 $ 1,616 
Equipment 1,014 4,559 
2,112 6,175 
Less accumulated depreciation ......... (879) — (4,042) 


$1233 $ 213 


Scheduled annual maturities of the obligations for 
capital and operating leases as of December 29, 1989, are: 


Years Capital Operating 
(thousands) 

.$ 543 $ 13,642 

304 13,539 

262 11982 

275 10,567 

1994 312 10,159 


Minimum future lease payments .. 


Less amounts representing interest. .... . (1,601) 

Present value of minimum future lease 
payments oon cone nso eene eer sa 1,426 
Less current portion ...............6.+ (296) 
$ 1,130 


Rent expense: 

Certain of the Company’s real estate leases, both capital 
and operating, require payment of contingent rent in the 
event defined revenues exceed specified levels. 

The Company’s rent expense is comprised of the 
following: 


1989 1988 1987 
(thousands) 
Minimum... - $16,114 $17,091 $14,194 
Contingent. . : 162 232 141 
$16,276 $17,323 $14,335 


8. Long-term debt: 


1989 1988 
(thousands) 


Term loan payable to Integra, at prime, 


due July 1993 (Note 19). .............. $14,331 $15,874 
Floating rate subordinated bonds, 

at prime, due July 1993 6,313 6,313 
Debentures, 8%, due July 1993 . . . 3,598 3,603 
Obligations under capital leases (Note 7).. 1,426 2,444 
Mortgage notes, collateralized by real 

estate, 10.95% to 14.5%, payable in 

monthly installments to 

September 24, 1997 3 sic cis city cine cue ve 4,572 4,724 


Equipment notes at 10.5% to 16.6%, 

payable tny9SU EDD 183 101 
Term loan payable to The First National 

Bank of Boston, at prime plus 196, 


duefGne1999: 1. er eric orciionce eter Hg 7,937 9,537 

38,360 — 42,596 

Less'eurtent portion «erlernen eee sivas (3,159) (2,855) 
Less discount on term loan and 

subordinated bonds. ..........sssuuu. (1,344) (1,839) 

$33,857 $37,902 


As of December 29, 1989, scheduled annual maturities 
of all long-term debt (exclusive of obligations under capital 
leases) are as follows (thousands): 


Years. 


1995-1997 (aggregate payments) . . . 


In December 1988, the Company completed a 
subscription rights offering (“Rights Offering") in which 
the Company issued an aggregate principal amount of 
$6,313,333 in floating rate subordinated bonds due July 1993 
(the ""Bonds"). The Bonds pay interest at a floating rate equal 
to the lesser of the prime rate established by The First 
National Bank of Boston or 1896. 
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The Bonds and the Integra loan are subordinate to the 
term loan payable to The First National Bank of Boston (the 
“Bank Loan"). The Integra loan principal is payable at 
$250,000 per quarter. 

The Bank Loan requires, beginning in 1990, prepayment 
with excess cash flows, as defined. The Bank Loan also limits 
capital expenditures and prohibits cash dividends on 
common stock. These features are expected to be amended 
in the revolving loan agreement with The First National Bank 
of Boston as discussed below. In addition to being 
collateralized, principally by assets of BAC, the Bank Loan 
is guaranteed by The Hallwood Group Incorporated 
(Hallwood") (Note 19). 

As a result of the discount attributable to the issuance 
of warrants in connection with the Bank Loan and Bonds, 
the effective rate of interest was 15.996 through December 
30, 1988, and 14.8% thereafter, varying with prime which 
was 10.5% at December 29, 1989. 

In March 1990, the Company prepaid $2 million on the 
Bank Loan. The Company and The First National Bank of 
Boston have entered into a preliminary agreement, which is 
anticipated to be consummated in April 1990, that amends 
and converts the secured term loan agreement to a secured 
$10 million revolving loan agreement. Preliminary terms of 
the revolving loan agreement provide interest at a rate equal 
to prime plus 1/2% for six months reducing to prime 
thereafter assuming compliance with certain financial 
covenants and a 3/8% commitment fee on any unused credit 
line. The maximum outstanding loan balance available 
under the revolving loan agreement declines to $7.5 million 
in 1991 and to $5.0 million in 1992 and expires in 1993. The 
Company is also required to comply with certain financial 
ratio tests and capital expenditure limitations during the 
term of the agreement. 

The Company capitalized interest of approximately 
$21,000 in 1988 in connection with the construction of 
property and equipment. There was no interest capitalized 
in 1989 and 1987, 


9. Commitments and contingencies: 


The Company has guaranteed certain obligations related 
to restaurant building and equipment leases. The underlying 
assets are collateral for the leases and the makers or assignees 
of all of the obligations are required to perform thereunder 


before the Company is required to fulfill its guarantee. In 
the event of default by the maker or assignee, the Company, 
in almost all cases, may make payment under the guarantees 
in accordance with the original payment schedule and has 
the right to locate potential buyers or subtenants for the 
assets. As of December 29, 1989, such guarantees aggregated 
approximately $4,739,000. 


The Company is involved in litigation arising in the 
normal course of its business. Based on information presently 
available, management believes there will be no material 
effects on the Company's financial position as a result of 
such litigation. 


11. Redeemable preferred stock: 


The Company's redeemable preferred stock pays 
dividends at $4.80 per year, subject to a minimum cash flow 
test. As of December 29, 1989, one quarterly dividend, 
totaling $59,486 or $1.20 per share, was accrued but not yet 
paid. The Company's restated articles of incorporation 
provide for the redemption of such shares at $60 per share, 
in 2005. 


12. Shareholders’ equity: 


Effective October 19, 1988, the Company amended its 
restated articles of incorporation to effect a one-for-ten reverse 
split of the common stock and to establish the number 
of authorized shares of common stock at 10,000,000. 
Accordingly, all share and per share data of the Company 
have been adjusted to reflect the reverse split. 

The Company has warrants outstanding to purchase 
1,278,000 shares of the Company's common stock at $4.00 
per share. These warrants are exercisable from May 2, 1993 
through July 30, 1993, but may become exercisable at an 
earlier date upon the occurrence of certain events, including 
the acquisition of 20% or more of the Company's common 
stock by any person without approval of the Company's 
Board of Directors. 

In 1988, Integra settled two related lawsuits. The 
Company assumed and paid to Integra $1,000,000 of the total 
settlement costs of $2,161,000. Since the lawsuits were 
generated as a result of the issuance of warrants to purchase 
the common stock of Integra, such payment resulted in a 
reduction in capital in excess of par value of the Company. 


13. Earnings (loss) per common shar. 


Earnings (loss) per common and common equivalent 
share were computed based on the weighted average number 
of common and common equivalent shares outstanding 
during the period. Net income (loss) available per common 
share has been adjusted for the items indicated below, and 
earnings (loss) per common and common equivalent share 
(adjusted for a reverse stock split effected October 1988) was 
computed as follows (thousands, except per share data): 


199 . 1995. 297. 
Net income (loss) .......... esee $ 2,454 $ (225) $ 5,401 
Accretion of redeemable preferred 
a EE (03) (103) (70) 
Redeemable preferred stock 
dI dens, coscesuuse ener (238) (209) 178) 
Adjusted income (loss) applicable 
to common shares. ..........- $ 2,113 $ (537) $ 5,153 
Primary: 
Weighted average number of 
common shares outstanding ... 4,389 4,260 4,260 
Common stock equivalents: 
Stock purchase warrants . . 778 
Other [D SER 
Weighted average number of 
shares outstanding ........... 5,406 4,260 4,260 
Earnings (loss) per common and 
common equivalent share ..... $ .39 $ (13 $ 121 
Fully Diluted: 
Weighted average number of 


common shares outstanding . . . 
Common stock equivalents: 

Stock purchase warrants ...... 

MONEE res essere tatit cine 292 


Weighted average number of 


shares outstanding ........... 5,649 4,260 4,260 
Earnings (loss) per common and 
common equivalent share ..... $ .37 $ (13 $ 121 


14. Franchise fees and royalties: 


At March 16, 1990, 59 ShowBiz restaurants and 67 
Chuck E. Cheese's restaurants were operated by a total of 60 
different franchisees. The ShowBiz and Chuck E. Cheese's 
standard franchise agreements grant to the franchisee the 
right to develop and operate a restaurant and use the 
associated trade names, trademarks, and service marks 
within the standards and guidelines established by 
the Company. 

Initial franchise fees were $75,000, $83,000 and $56,000 
in 1989, 1988 and 1987, respectively. 


15. Cost of sales: 


1989 1988 1987 
(thousands) 
Food and beverage ......... $ 34,086 $ 31,807 $ 24,178 
Games and merchandise .... 6,809 5,490 5,595 
LAbDOE. cere atas c e tinc 44,433 41,981 33,837 
$ 85,328 


16. Income taxes: 


In 1989, the Company retroactively applied SFAS 96 
which requires establishment of deferred tax liabilities and 
assets, as appropriate, for all temporary differences caused 
when the tax basis of an asset or liability differs from that 
reported in the financial statement. Application of SFAS 96 
did not result in the establishment of a deferred tax liability 
or asset due to the availability of net operating loss 
carryforwards from prior years. The retroactive restatement 
resulted in an increase in income before extraordinary items 
of $166,000 in 1988 and $2,144,000 in 1987. There was no 
change to net income. 

As of December 29, 1989, the Company has net 
operating loss carryforwards of approximately $41,500,000 
for financial statement purposes and $35,800,000 for federal 
income tax purposes, which expire through 2002. The 
Company believes that in addition to the loss carryforwards 
attributable to prior losses of the Company, carryforwards of 
up to $91,500,000 attributable to the Company's acquisition 
of Pizza Time Theatre, Inc. will be available for use against 
future earnings. There can be no assurance, however, that 
these carryforwards will be available to such extent. 

As of December 29, 1989, the Company has investment 
tax credit and jobs tax credit carryforwards totaling 
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$5,250,000 and $416,000, respectively, which have expiration 
dates through 2000 and 2002, respectively. Approximately, 
$2,950,000 of the investment tax credit carryforwards 
resulted from the Company's acquisition of Pizza Time 
Theatre, Inc. in May 1985. 

Current tax laws and regulations relating to substantial 
changes in control may limit the availability of the 
Company’s utilization of net operating loss and tax credit 
carryforwards. As of March 16, 1990, no limitation of such 
carryforwards has occurred. 

A reconciliation of the statutory rate to the actual income 
taxes provided is as follows: 


1989 19881987 
(thousands) 

Computed tax at the statutory 

YAte (1) ores stets eeu Rire $958 $ 151 $2,293 
Net operating loss 

carryforwards .... .. (778) (166) (2,144) 
State income taxes. -.. 183 156 280 
Income taxes provided............. $363 $14] $ 429 


(1) 34% in 1989 and 1988, 40% in 1987, 


17. Significant transaction: 


In September 1989, the Company recorded a reserve of 
$4,532,000 for the closing of 25 Monterey House restaurants. 
The Company has assets held for resale of approximately 
$1.3 million recorded as other assets associated with 
these closings. 


18. Extraordinary item: 


The 1988 extraordinary item of $528,000 resulted from 
the settlement of litigation brought in 1986 against Integra 
and the Company. 


19. Related party transactions: 


On December 30, 1988, Integra distributed substantially 
all of its shares of the Company's common stock to holders 
of record of Integra's common stock as of December 9, 1988 
("Integra Distribution"). The holders of Integra s common 
stock received an aggregate of 3,822,230 shares at the ratio 
of 0.429 shares of the Company's common stock for each 
share of Integra common stock so held. In addition, the 
Company purchased from Integra at $5.60 per share, all of 
the shares of common stock (7,478 shares) held by Integra 
that were not distributed by it in the Integra Distribution. 

Although the Company now operates independently of 
Integra, a majority of directors of the Company also 


24 


constitute a majority of the directors of Integra. Integra has 
guaranteed a portion of the Company's outstanding debt and 
lease obligations. 

On July 30, 1988, Integra converted $3,093,000 of 
intercompany debt due from the Company to equity. In 
addition, the Company converted its remaining indebtedness 
to Integra into new promissory notes in the aggregate 
principal amount of $15.9 million in replacement for a prior 
intercompany line of credit note (under which the principal 
balance was repayable through retention of the Company's 
net cash flow). The unpaid principal bears interest at an 
annual rate equal to the announced prime rate of The First 
National Bank of Boston. 

The Company and Integra are parties to various 
agreements relating to the separate operations of the two 
companies. These agreements provide for the sharing of 
certain ongoing administrative costs and the Company's 
sublease of a portion of the home office building leased 
by Integra. 

Integra has made charges to the Company as follows: 


1989 1988 1987 
(thousands) 
Interest; iu EEUU cares $1,608 $2,263 $2,646 


Corporate administrative costs. 1,535 4,875 


Hallwood is the beneficial owner of 8.4% of the 
outstanding common stock of the Company. A majority of 
the directors of the Company serve as directors of Hallwood. 
Pursuant to an agreement, Hallwood provides certain 
financial and managerial services to the Company in 
consideration for a payment of $125,000 per annum. The 
Company paid Hallwood $125,000 in 1989 pursuant to 
the agreement. 

In consideration for a $5 million loan from Hallwood, 
the guaranty of the Bank Loan by Hallwood, and Hallwood's 
assistance in obtaining the Bank Loan and in connection 
with the conversion of the remaining balance of the $5 
million loan from Hallwood into Bonds, the Company issued 
to Hallwood, and its affiliated designee, warrants entitling 
the holder thereof to purchase an aggregate of 1,212,000 
shares of the Company’s common stock at an exercise price 
of $4.00 per share. 

During 1988, the Company recognized a $400,000 
receivable arising from the Company's claim to a refund of 
prior year contributions to Animated Entertainment Fund 
(AEF), a Texas non-profit corporation. The Company invests 
approximately $496,000 of cash in certain short-term 
investments for the AEF. Three officers of AEF are also 
officers of the Company. 
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The Company has an 18% interest as a limited partner 
in ShowBiz Pizza Place - Denver, Ltd. The Company also 
holds a note receivable of approximately $686,000 at an 
interest rate of 15% or prime plus 3%, if greater. The debt is 
collateralized by the property. The Company leases the 
restaurant building and equipment from ShowBiz Pizza Place 
- Denver, Ltd. Integra acts as general partner and income or 
losses are allocated 1% to Integra and 99% to the limited 
partners. Integra also receives a management fee of 5% of 
distributable cash flow and has guaranteed the repayment 
of the loan to the Company. 


20. Employee benefit plans: 


The Company has employee benefit plans that include 
a) executive bonus compensation plans based on the 
performance of the Company and certain of its senior 
officers; b) a non-statutory stock option plan; and c) a stock 
grant plan. 

Under the stock option plan, the aggregate number of 
shares of the Company's common stock which may be issued 
under the plan may not exceed 276,900 shares and must be 
granted before October 18, 1993. The exercise price for 
options granted under the plan may not be less than the fair 
market value of the Company's common stock at date of 
grant. Options may not be exercised until the employee has 
been continuously employed at least one year after the date 
of grant. As of March 16, 1990, 274,700 options have been 
granted under the plan. None of the options were exercisable 
at December 29, 1989. 

Under the terms of the stock grant plan, begun in 1989, 
a maximum of 325,000 shares of the Company’s common 
stock may be awarded to senior executives of the Company. 
An aggregate of 298,926 shares in 1989 and an additional 
5,500 in 1990 were awarded pursuant to the plan. All shares 
were awarded at market value on the date of grant and are 
subject to forfeiture upon termination of the participant's 
employment by the Company over vesting periods ranging 
from 2 years to 6 years. The shares are nontransferrable 
during the vesting periods. 

The Company has adopted the ShowBiz 401(k) 
Retirement and Savings Plan, to which it may at its discretion 
make a contribution out of its current or accumulated 
earnings of up to the lesser of 50% of employee contributions 
or $750 per employee. Contributions by the Company may 
be made in the form of its common stock or in cash. The 
Company made no contributions during 1988 or 1989. 


INDEPENDENT AUDITORS’ REPORT 


Board of Directors 
ShowBiz Pizza Time, Inc, 
Irving, Texas 


We have audited the accompanying consolidated balance 
sheets of ShowBiz Pizza Time, Inc. and subsidiary as of 
December 29, 1989, and December 30, 1988, and the related 
consolidated statements of operations, shareholders’ equity, 
and cash flows for each of the three years (52 weeks) in the 
period ended December 29, 1989. These financial statements 
are the responsibility of the Company’s management. Our 
responsibility is to express an opinion on these financial 
statements based on our audits, 


We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that 
we plan and perform the audit to obtain reasonable assur- 
ance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures 
in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates 
made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 


In our opinion, such consolidated financial statements 
present fairly, in all material respects, the financial position 
of the Company as of December 29, 1989, and December 30, 
1988, and the results of its operations and its cash flows for 
each of the three years in the period ended December 29, 
1989, in conformity with generally accepted accounting 
principles. 


As discussed in Note 1, effective as of the beginning of the 
1989 fiscal year, the Company changed its method of 
accounting for income taxes. 
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Dallas, Texas 
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